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Introduction 



Boosting exports is one of the primary aims of U,S. farm 
poUcy, Many of the deveJoped countries that once bought 
U.S. apricultura) products are now self-sufficient or export 
compeUtors. This means the United States must increas- 
ingly turn to the the third world for agriculturaJ sales. 

The economies of many third world countries are beginning 
to grow again. Increasing population and rising per capita 
incomes are resulUng in a need for greater food supplies, 



despite rapid growth in agricultural producUon. However, 
lack of forei^ exchange, coupled with large debts, limit 
their ability to buy the agricultural products they need to 
improve their diets. Policies by the United States to pro- 
mote economic growth in these ceuntries, and increase their 
ability to import agricultural products could also aid U,S, 
farmers. 

The articles gathered here are reprinted from AgHct^ltt^ral 
Outlook. They look at the needs and problems faced by 
developing nations and their trading partners and outline 
policy options for addressing them. 

The first article traces the ways to promote economic 
growth in third world countries and thus increase their 
ability to purchase U.S. products. It stresses the impor- 
tance of aid and development assistance in making good 
trading partners. 

Debt problems are analyzed in the second article. It looks 
at how the third world debt crisis occurred and what the 
consequences have been. 

The remaining three articles deal more specifically with 
commodity issues-what commodities could the United 
States sell more of, and to which countries? Additionally, 
mformaUon is given on which countries have inadequate 
diets and need more food grains. Growth in wheat exports 
to the neediest countries are an important part of the 
future of U.S, agricultural exports. 

Coupled with import needs are the prospects for cereal 
production in the third world. Despite improvements, con- 
sumption continues to outpace production in developing 
nations. As third world incomes improve, sales will likely 
mcrease. Those countries most able to expand purchases 
wiU be a few, mostly middle-income countries in intermedi- 
ate stages of economic development. 

Together, these articles present a picture of current third 
world food prodnction, needs, and export capabilities. They 
also emphasize the great influence U,S. policies and eco- 
nomic conditions have on these countries. [Herb Moses 
(202) 786'3313J 
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Policies for Boosting Grain Exports 
to the Third World 

The United States, remembering the export boom of the 
1970's and ^worried about the lean fare of the 1980's, i* 
intently watching for signs of growth in world agricultural 
trade. U.S. exporters are particularly eyeing developing 
countries. The developing countries' agricultural imports 
grew rapidly during the 1970's, but slowed during the early 
19d0's as their rates of economic growth dropped with the 
global recession, inflation, and their debt crises. 

U.S. policies exacerbated the slump in export sales to the 
third worid by reducing the U.S. share of the shrinking 
global trade total. U.S. support prices were high, pricing 
commodities out of the world market In addition, a high- 
valued dollar made U.S. goods even more expensive to other 
countries. 

Banking Cmts or 

Economic Development Probl^mf 

Initially, the third worid debt crisis of the early 19d0's was 
viewed as a banking crisis. For nine large U.S. banks, 
loans to Latin America equaled 176 percent of their com- 
bined capital. Because loan losses could have made these 
banks insolvent, widespread default was a serious threat to 
the U.S. banking system. (These banks now have sufficient 
reserves set asi^ to withstand pressures firom default.) 

Besides being a danger to the countries themselves and to 
the banks that supported them, the crisis threatened other 
U.S. interests, including agriculture. Third world markets 
for U.S. exporters, including farmers, would have con- 
tracted immediately if the developing countries had de- 
faulted on their debts. In the Longer run, new development 
capital would have dried up following default, limiting 
income growth. Income growth has been essential in creat- 
ing new export markets for farm products. 

The international financial community, the debtor coun- 
tries, and the U.S. Government have debated how to resolve 
the debt crisis. Efforts have included: 

• activities to reduce annual debt-service payments, 

^ steps by debtor countries to improve export earnings 
and reduce import expenditures, and 

• actions to provide the additional capital needed for the 
debtor countries to resume rapid economic growth. 

Reducing annua/ debt service po> menis.— Third world coun- 
tries' annual debt-service requirenoents can be reduced in 
several ways. One is to stretch out the repayment sched- 
ule. A second h to forgive part of the debt when it is clear 
that the countr? cannot repay the whole loan. The banks 
can take the loss, or Congress could vote a bailout for the 
banks^ The latter is probably unlikely, though, given the 
large budget deficits of the U.S. Government. 

Banks may have reservations about forgiving debt because 
of political repercussions. If some countries are forgiven 
their debt, then other countries^ including those able to 
meet their obligations, may also demand to have their debt 
forgiven. 



Expansion of the market for debt<equity swaps can help 
reduce external debt in developing countries. These swaps 
begin with an investor purchasing the loan at a discount 
from the lender. The discounted loan is then exchanged at 
the central bank of the debtor country for local currency. 
The Currency is next used to purchase assets in the debtor 
country. 

The net effect of the swap is that the country's external 
debt is reduced, and the bank which sold the debt has 
removed the shaky loan from its account. If the bank 
wishes to have direct investments in the debtor country, it 
can make the equity investment itself. Finally, debtor 
countries might buy their own debt if the discount became 
large enough, thus repaying their loans cheaply. 

A lower valued dollar helps reduce the burden of debt 
Another way of reducing debt*service payments is to lower 
U.S. interest rates, since the interest due on many third 
world loans is linked to U.S. rates. Interest payments in 
1985 absorbed 36 percent of export earnings in Latin 
America, where much of the third world debt is concen- 
trated. U.S. interest rates could be reduced by U.S. Goverop 
ment actions to increase the money .supply; however, this 
would afTect-many parts of the economy and could even 
accelerate inflation. Another possibility is that lender 
banks could directly cut rates charged to third world bor- 
rowers- 

Improving the trade balance of debtor countries. ^The heav- 
ily indebted developing countries are often required by the 
International Monetary Fund (IMF) to reduce imports and 
increase exports to generate the foreip exchange needed 
for debt^service payments. These actions can reduce U.S. 
exports and even increase the supplies of competing grain 
on the international markets if the third world country is a 
grain exporter. 

Countries wishing to reduce imports to save foreign ex- 
change have two options. The first is to raise the donoestic 
price of imports by devaluing their domestic currency^ thus 
helping to induce people to switch from foreign to domestic 
products. The second is to limit imports by using tariifs, 
quotas, and other restrictions. 

Export expansion for the debtor countries can occur only if 
other nations absorb the debtors* exporU. If US- lenders 
are to be repaid and more U.S. exports purchased, then the 
United States must buy the debtor countries' exports. 

U.S. economic growth was the world's "engine of growth" m 
the 1980's. U.S. imports expanded rapidly with higher 
domestic consumption, while U.S. exports remained low 
because of stagnant overseas demand- Lower economic 
growth rates in Western Europe and Japan caused 
developing-country manufacturers to shift their exports to 
the United States. The United States now consumes 60 
percent of the third world's exports of manufactured goods, 
compared with 40 percent in 1980. These competing im- 
ports give rise to calls for increased protectionism from 
nonagricultural interests- 

Besides tropical products not grown in the United States 
(Such as coffee and tea)» third world exports to the U.S. 
include some agricultural products that are grown here, 
such as fruits and vegetables. These competing imporU 
underlie a potential conflict between overseas farmers 
growing crops for export, such as grains and oilseeds, and 
U.S. producers whose crops compete with imports. 



ta^Uml^ii' ^^61 



U.S. growers of^ains and oilseeds likely would see their 
volume of Bales riw under free trade. U.S. consumers 
would benefit from lower prices for africultura) commodit- 
ies not grown here, such as tea, coffee, and spices. How- 
ever, U.S. growers of agricultural products competing with 
imports, such as sugar, fruits, vegetables, meats, and dairy 
products, can argue that their interests are better served by 
trade limits. 

Capital for economic rf«w/opmen/.— Developing countries 
need outside capital if they are to make economic progress. 
They generally have an abundance of cheap labor and 
natural resources, but lack the capital with which to take 
advantage of their economic resources. 

As their economies grow, developing countries expect to 
expand their trade and acquire the foreign currency needed 
to service their debts and purchase investment goods. 
However, with the falling prices of the 1981-82 recession 
and the rising interest rates, many developing countries 
could not both service their debt and continue domestic 
investment. 

This shortage of foreign currency was exacerbated in the 
early 1980's as third world nations prepared to devalue 
their currency. Developing-country residents with money to 
invest began exporting capital to Western Europe and the 
United States to avoid the devaluation. This export of 
capital as economic conditions worsen is referred to as 
capital flight. It requires the exchange of domestic cur- 
rency for the currency of the country where the foreigner 
will send his capital. For the United States, this means the 
foreign country will have fbwer U.S. dollars for purchasing 
U.S, agricultural and manufactured products. 

Mftxico, Argentina, and Venezuela exported significant 
capitalin the early 1980's. For example, in 1981-82, 
capital export by Venezuela was two-and-one-half times the 
increase in its foreign external debt. Capital flight from 
developing countries has slowed recently with the stabiliza- 
tion of economic conditions. 

Nevertheless, investment in many developing countries has 
fallen to pre-1970's levels, and economic growth has de- 
clined. Financing is needed for capital investments and for 
imports of equipment and materials. At issue is how to 
provide more money so that growth can resume. 

In addition to seeking more foreign aid, debtor countries 
secure additional capital by changing their laws to allow 
more direct foreign investment. Following World War II, 
the capital flow to the developing countries was largely 
direct equity investments by multinational companies, and 
capital tranifers by governments and international agen- 
cies. During the third world borrowing boom of the 1970*s, 
lent capital made direct equity investment less important. 
Now, the third world seeks to embrace policies to invite 
more foreign investment. 

Equity investment and official transfers are important be- 
cause commercial lenders are wary; heavily indebted coun- 
tries are considered poor credit risks. Developing countries 
are paying more on old loans than they are getting in new 
loans. This trend is roost striking in Latin America, where 
debtor countries have paid out $100 billion since 1982, 
about as much as they received in net lending from 1974 to 
1981. 



U.S. A»BUtanc€ 

Can Promote Development 

The United States has long assisted developing countries, 
both to achieve U.S. foreign policy objectives and to help 
these countries become our commercial trading partners. 
Two programs to achieve these objectives are food aid under 
P.L. 480 and general development aid through the U.S. 
Agency for International Development (USAID) and var- 
ious international agencies such as the World Bank. 

U.S. farm groups watch the programs of USAID, the World 
Bank, and other international agencies, because some as- 
sistance goes for agricultural development in recipient 
countries. Some U.S. groups fear that boosting the third 
world's food productivity could mean fewer purchases from 
the United States, or increased competition in the interna- 
tional marketplace. 

However, development assistance to agriculture is crucial. 
In developing countries, the agricultural sector is frequently 
the most important one for the initial stage of develop- 
ment. Because agriculture ia the largest sector in most 
developing countries, it must grow if the national economies 
are to prosper. 

Some countries have encouraged investment in light in- 
dustry, such as textiles and shoes, ahead of agriculture. 
But developing countries' attempts to industrialize their 
economies have not succeeded while they have ignored the 
low productivi^ of their subsistence agricultural sectors. 
The record is much better when countries have focused on 
improving the productivity of all their resources, including 
agricultural land and labor* Examples include Japan and 
South Korea. 

Increased agricultural productivity raises a developing 
country's farm income and supplies food and raw materials 
for processing. Nonfarm income then rises as the higher 
farm income creates demand for local goods and services. 
Agriculture can prime the pump of the whole economy. As 
farming becomes more efficient, fewer workers are required, 
freeing them for nonfarm jobs. At this stage, alternative 
sources of employment are critical. 

Competition with U.S. farm products may well occur with 
improved third world agricultural productivity. But as an 
economy becomes more advanced and specialized, a devel* 
oping region or country must import those products not 
grown locally. The income from the export of locally grown 
crops helps make this possible. Thus, the country becomes 
a potential U.S. customer for other products. 

Brazil is a good example. It has become a very strong 
competitor in the international soybean market and a low- 
cost orange juice exporter to the United States. However, 
Brazil has been one of the largest wheat importers in the 
developing world and has shifted from an exporter of corn 
to an importer for the last decade, Brazil's development 
resulted in greater competition for U.S, soybean and orange 
producers, but larger markets for U,S, grains. 
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U*S. LowerB JU Export Priceg 

Domestic farm policies of the early 1980'e kept U,S, export 
prices fronx a<ljustiiig to the rising dollar and the reduced 
demand and falling commodity prices of the 1^81-82 world 
recession. This made the United States a ^'residual sup- 
plier" for grains and resulted in a loss of competitiveness 
and market share. 

Declining U,S. export volumes and rising Government 
stocks during the 1982-85 crop years led to provisions in 
the Food Security Act of 1985 for loan rate reductions. In 
addition, there were mandatory marketing loans for upland 
cotton and rice; discretionary marketing loans for wheat, 
coarse grains, and soybeans; generic certificates; and ex- 
panded export promotion programs. 

With implementation of the 1985 act, the U,S. is meeting 
world prices and having an impact on governments and 
farmers throughout the developing world. Some third world 
exporters have attempted to increase the volume of their 
exports to offset the decline in prices. For developing 
countries importing these crops, these lower prices have 
resulted in a savings of foreign exchange. 

At the farm level, lower prices are contributing to financial 
stress in some countries. Lower prices reduce incentives for 
fanners and for governments in some developing countries 
to invest in agricultural production. 

Lower market prices imply higher costs for the govern- 
ments of exporting countries that use export subsidies in 
combination with support prices, including the United 
States, For the EC, this financial burden is further in- 
creased when the U.S. dollar falls relative to their cur- 
rencies, since this lowers U.S, export prices. 

International Financial MarkeU 
Can Affect Farm Trade 

Changes in U,S. policies affecting ^ancial markets and 
inflation can significantly affect agricultural trade. The 
U.S. Government reduced inflation by restricting the 
growth of the money supply from late 1979 through the 
early 1980'8, simultaneously running record budget defi- 
cits. Consequently, U,S. interest rates rose. Private invest- 
ment and the large federal budget deficit exceeded private 
savings. 

High interest rates induced foreign investors to make up 
this shortfall of domestic savings by purchasing U,S, as- 
sets. These assets included stocks, bonds, and other finan- 
cial and physical properties. If these investors had not 
brought their funds to the United SUtes, U.S. interest rates 
would have gone much higher in order to cut private 
investment to match savings, or the federal deficit would 
have had to be greatly reduced- 

The foreign investors made these purchases by first ex- 
changing their own currencies for U.S, dollars. This boost* 
ed the demand for dollars and increased the supply of 
foreign currencies in the foreign exchange markets. With 
the demand for dollars and the supply of foreign currencies 
rising, the value (i.e., the exchange rate) of the U.S, dollar 
rose, and that of foreign currencies declined. 



Thus, the public decisions and private fmancial transac- 
tions that allowed the federal deficit and private investment 
to exceed private savings led to a higher valued dollar. 
This made it easier for foreign producers, including 
developing-country farmers, to be the low-cost suppbers for 
U,S. consumers- This higher valued dollar also made it 
easier for U.S, competitors to be the low-cost suppliers of 
products, including grains and oilseeds, to developing coun- 
tries. 

U*S^ Farmers Can Share 
In World Trade Growth 

Growth of third world grain imports slowed when develop- 
ing countries' income grovrth slowed and they faced prob- 
lems with international debt Developing countries seek to 
resume their rapid economic growth. 

The United States and other developed countries can pro- 
mote economic gro¥rth in the third world by reducing trade 
restrictions and debt burdens and increasing capita) flows. 
The recent a^ijustment in U,S, agriculture, while very pain- 
fill, has reduced production costs, lowered prices, and 
placed the United States in a position to capture a large 
share of prospective growth of grain imports by the develop- 
ing countries, {Gary Vocke (202) 786-1706} 
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Debt Still Overhangs 
Third World Economies 

World debt has brought a criaii to international trade and 
economic development Dcipite severaJ years of debt re- 
scheduling, the heavily indebted nations show no evidence 
of inatainable renewed economic growth. Of the 79 less 
developed countries (LDC*)» seven had debt In 1982 that 
topped U.S.$10 billion and have rescheduled over GO per- 
cent of the debt in the last 4-1/2 yean: Morocco, Nigeria, 
the Philippines, Argentina, Braiil, Chile, and Meidco. The 
fact that these most heavily indebted nations have also 
been among the fastest growing markets for U.S. agricul- 
tural exports makes the crisis especially serious for U.S. 
farmers. 

Third world countries are increasing their production of 
food, but with rising populations and growing per capita 
consumption, food use U climbing faster than production. 
This would make prospects bright for exports of U.S. farm 
products if sustainable economic growth were helping these 
countries to meet debt payments. In spite of the improve- 
ment in the world economy from the recession of 1981-83, 
though, the problems related to overborrowing are likely to 
plague the world economy into the early 1990's. 

Rapid Growth, Easy Money 
S9t Scene for Debt Problems 

The current world debt problem had its roots in the rapid 
economic growth of the 1960*8 and early 197a's, when 
credit was readil> available and inexpensive. Demands for 
natural resources, especially petroleum, expanded. The 
fourfold oi] price hike by OPEC in 1973-74 shocked the 
world economy. Also, the balance of trade changed so that 
oil-rich countries had huge cash inflows. 

The developed countries employed easy money policies both 
before and after the firet oil shock. These monetary poli- 
cies, combined with the increase in trade flows and trade 
hberalization, resulted in rapid growth in the world money 
supply. 

International bankers directed some of the increased liquid- 
ity to a program of massive lending to middle-income 
LDC's. The bankers anticipated high returns, assuming 
that a country's guarantee was adequate provision against 
default The bankers did not ask whether the funds were to 
be mvested in long-range development projects or used for 
immediate consumption of previously unaflRirdable imporu. 

The 1973-74 oil price rise set the stage for the large debt 
accumulation; the second oil shock, in 1979^80, pushed the 
world mto the recession of 1981-83. The inflationary ef- 
fects of the first oil shock were fanned by easy money. 
When the second shock came, the reaction of most countries 
*" /S?/?;JI1"**"* ^^"^ Economic Cooperation and Develop- 
ment (OECD) was to turn to tighter monetary policies. The 
second oil price increase was more disruptive than the first 
because many LDC s were by then heavUy in debt and had 
to cope with the tighter monetary policies of the industrial 
nations. 



The developed countries' tight money policies brought 
sharply slower economic growth among OECD nations and 
substantially higher real interest rates. The higher inter- 
est rates made debt an even heavier burden to the most 
heavily indebted LDC's. Further, the lower rate of income 
growth and the higher real interest rates in the industrial 
world reduced the demand for traded goods. This contri- 
buted to slower economic growth in developing countries. 

Inter&9t Rate Increase 
RaUed Debt Burden 

Because they became extremely changeable, market inter- 
est rates grew in importance in the debtor nations' repay- 
ments. During the late 1970's, loans were extended at 
variable interest rates, with premiums at fixed points above 
the U.S. prime rate or the London Interbank Offered Rate 
(LIBOR). 

Real interest rates provide a measure of the opportunity 
cost of borrowing. The U.S. real interest rate is typically 
calculated b> subtracting current inflation fi^m the nomi- 
nal interest rate. For a debtor country, though, the appro- 
priate measure of the real rate is the nominal interest rate 
less the change in export prices. If a country's export 
prices rise faster than interest rates, the real interest rate 
is negative; exporters there are better off holding export 
commodities than money. 

The 1970's were dominated by price increases that far 
exceeded nominal interest rates. Thus, borrowing was en- 
couraged. The situation reversed itself in the 1980's. 
Nominal long- and short-term interest rates on dollar loans 
rose sharpl> beginning in 1978, as the demand for money 
increased and monetary policies tightened. Not until 1981, 
however, did inflation rates slow below interest rates, 
sharply increasing the real interest rate. 

The interest rate reversal— from negative to positive-put 
the debtor nations in a bind. In the 1970*5, low-interest 
loans could be paid later with inflated dollars. But loans 



For Devefoping Counties. Real Interest Rate Has Been 

Positive for Most of 1980*s 
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•EquaJs the nominal rate mmus the rate oJ chang« in expon prices. 
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made in the late 1970's and the 1980's at variable rates 
were no longer eaaed by inflation, and the real cost of 
repayments began to soar. 

Despite the decline in short-term rates in 1983-85, real 
interest rates facing all developing countries remained 
above 10 percent those years, standing higher in 1985 than 
in 1984. However, in 1986 and early 1987, real interest 
rates declined below 4 percent. 

Inflation accelerated tremendously in the developing world 
after 1981. High inflation was notable not only in the 
seven most indebted LDCs, but also through most of Latin 
America. Rapid inflation destabilizes countnes that have a 
limited ability to borrow. Some of its more ravaging effects 
are the elimination of private savings, curtailment of long- 
term contracts, capital flight, and a collapse of domestic 
investment in nev^ productive capacity. In countries with 
extremely high inflation rates, gross capiul formation as a 
share of GDP plummets. The most heavily indebted LDC s 
all suffered from these effects. 

Prices for LDCs' Commodities Fell 

Prices received and paid by developing countries also 
changed. During the 1970*s, general raw material short- 
ages contributed to price increases for the LDCs* exports, 
many of which are raw materials. In the 1980's, by 
contrast, prices fell as stocks of primary raw commodities 
accumulated. The third world, much of which is dependent 
on a few commodities to earn precious foreign exchange, 
was selling less volume at lower prices^ Price changes 
reflected the sharp differences between the exchange rates, 
interest rates, and monetary environment of the 1980 s and 
the 1970's. 

Between 1973 and 1980, export prices more than doubled. 
But after 1981, these prices feU 20 percent Prices for 
many individual commodities have fallen by far greater 
percentages.! Not since the 1930's have developing coun- 
tries faced such a depressed world commodity environment. 

End ofEawy Credit 

Forved LDC*9 To Reduce ImporU 

The current account balance measures the balance of pay- 
ments among countries— which countries owe which, and 
how much. It is closely related to the flow of credit. The 
availability of credit during the 1970*s supported deeper 
current account deficits in LDC's than before- However, 
when lending nations began to curtail credit around 1'81, 
the developing countries contracted their imports and tned 
to expand exports. The current account deficit for all 
developing countries reached $153 billion in 1981, declining 
since then to $60 billion. Deficits dropped the most in the 
most heavily indebted countries. 



How Economic Change &"in Developed Countrtes 
Are Transmitted to LDC*e 

Although the major developed countries moved to a 
fiexible exchange rate system in 1973, the developing 
countries for the most part have maintained fixed rates 
aligned with m^r currencies. The developing coun- 
tries respond tO changes in world moneLar> conditions 
and the growth of bank liabilities b the r«st of the 
world. 

An increase in money in the developed countries will, 
by depressing developed -nation interest rates, lead to 
capital inflows into LDC'i, where returns remain high- 
er- The developing countries^ foreign exchange reserves 
will increase, and their money stock will rise as foreign 
currency is traded for their domestic currency. If Uus 
happens, it drives interest rates lower in the developing 
countries and can depreciate their currency. 

However, many developing countries have chosen not to 
allow internal money supplies to be determined by 
external forces. "Sterilization" is a process by which a 
nation's central moneury authority (in the Unii^ 
Sutes, the Federal Reserve) takes action to counUr 
external influences on the domestic money »upply, in 
order to maintain a fixed exchange rate. In this case, 
with pressure toward depreciation, sienluation tigh- 
tens money and creates excess reserves, sublines 
prices, and returns interest rates to previous levels. 
Following such steriliiation by an LDC, domestic real 
interest rates would then continue higher than rates In 
developed countries^ 

Debt accumulation under these cuxumsunces it ra- 
UonaL the LDC can borrow from developed countries 
at low rates, and repay with earnings that grow faster 
than the developed nations' interest rate. The rapid 
increase in world money during the 1970's resulted, not 
surprisingly, in rapid debt accumulation The situation 
changed drastically, however, when the easy-money 
policies of the I970's were abrupUy transformed into 
the Ughier inlemattonal fmancial environment of the 
1960's. 

Oversterilization of reserve outflows resulted in more 
inilaUon, Real exchange rates depreciated agamst de- 
veloped countries. Lower domestic returns supported 
yet higher real repayment schedules. Loans assumed 
at variable rates necessarily proved especially difficult 
for the LDC's to service as interest rates rose, LDC's 
with heavy debU were squeezed by less ability to 
import and by slower internal economic growth. The 
transmission mechanism described here shows that 
moneury policy changes in developed countries affect 
everyone. 



1 The all primary commodity mdex (as calculated by the 
International Monetary Fund) has declmed 25 percent smce 
1980. Raw food commodities (grains and fruhs) have fallen 25 
percent. The all metals index has dropped 30 percent, with 
copper down 35 percent and Un down 28. For Brazil, the dollar 
export price of sugar is <k)wn more than 60 percent. Only in 
early 1967 have the^ trends reversed. 
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Although the Asian regions made iignificaiit gains, the 
world export pace §lowed in the 1980'£, U.S. agricultural 
exports stagnated. Since 1981, the LDCi' total imports 
have declined by nearly $100 billion. The seven most 
heavily indebted LDCs* total exports have dropped 25 per- 
cent. Latin American total imports have alto dropped 25 
percent. In 1982, the Latin American countries were the 
largest importers of U.S. farm products^ and the United 
States wasalso the chief market for their farm exports. 

When the LDC's cut back on imports, they often curtailed 
nonagricultural purchases first Agricultural imports in- 
creased as a share of all imports by developing countries 
after 1982. From 13 percent in 1982, the LDCs' farm 
imports rose to 15 percent of the total in 1984. It appears 
that the LDC's have been trying to maintain agricultural 
imports at the expense of investment imports. This policy 
is expedient but detrimental to important long-term devel- 
opment plans. 

The most dramatic case of agricultural imports' substitut- 
ing for other imports has been in Latin America^ Farm 
products rose to 15.5 percent of all Latin America's imports 
in 1984, up from 11.5 percent in 1982. The 1984 share was 
higher than at any time during the 1970'b. 

The U.S. share of the world agricultural export market 
through 1984 remained above the late 1970's, except in 
1982. For example, of all farm product imports by Latin 
America, U.S. farm products in 1985 accounted for 50 
percent, up from 35-45 percent in the late 1970'&. The 
market share gains represented a bigger slice of a shrink- 
i**g pi^i however. 

lUBchedulingB IncrBo^ed 
Significantly in 1981-83 

Through 1980, debt repayment problems did not pose a 
serious threat to either the world financial system or global 
trade. During 1956-75, Only 11 countries were involved in 
debt negotiation and reschedulings and the total debt re- 
scheduled was only about $8 billion. Between 1976 and 
1980, again a totaj of 11 countries renegotiated their debt, 
which came to $13.5 billion. The pattern of international 
debt reschedulings since then, though, indicates a serious 
mismatch between LDCs* payment commitments and their 
actual abili^ to service their debts. 

Between 1981 and 1983, an unprecedented 25 countries 
rescheduled $55 billion of debt The magnitude of the debt 
at risk became a concern to the international financial 
system. In 1984, 23 countries renegotiated almost $34 
billion. The number of countries rescheduling in 1985 and 
1986 (22 and 24, respectively) and the amounts ($93 and 
$122 billion) indicate that debt repayment is still very 
much an international problem. 

^el Outflows Began 

To Exceed Inflows in 1983 

Between 1974 and 1982^ net transfers^ to developing coun- 
tries totaled about $200 billion; the largest single year was 



1978 with $57 billion. Data on the decline in debt growth 
show significant credit withdrawn from developing coun- 
tries after 1982. 

Starting in 1983 and continuing through 1986, net trans- 
fers to developing countries were negative—that is, debt^ 
service payments were greater than incoming new credit. 
I)uring 1983-86, there was a net outflow of about $110 
billion, with 1984 alone accounting for almost $40 billion. 
Despite marginal improvements in 1985 and 1986, net 
outflows still averaged $30 billion per year. 

Debt-Service Ratio Fell 

One common measure of the burden of international debt is 
the debt-service ration that is^ total payments as a percent^ 
age of goods and service exports. For the 79 LDC's as a 
group, this measure rose from 12 percent in 1974 to a high 
of29 percent in 1982. However, throughout that period of 
easy credit for the LDC's, new borrowings exceeded debt- 
service payments. During 1983-86, interest payments due 
swelled, and net debt-service payments (payments less bor- 
rowing) fell to less than the interest payments due. The 
debt-service ratio declined between 1982 and 1986, most 
notably between 1982 and 1983. Even so» $1 out of every 
$4 that the developing countries earned through exports 
during 1983-86 went for debt service. 

Although the debt-service ratio indicates the current debt 
burden, this measure depends critically on payment terms, 
amount of new borrowings, and reschedulings. Reschedule 
ing debt lowers the current debt^aervice ratio, but transfers 
the burden to the future. 

Adjumtnk^nt Led to Lower Income 

The withdrawal of credit from developing countries in the 
early eighties required a substantial balance-of-payments 
adjustment, usually by the LDCs' reducing their imports.^ 
An indicator of the size of the atijustment can be computed 
as the export increase or import decrease required to meet 
higher interest payments on the debt. It is useful to 
express this change as a ratio to exports, or a net a^just^ 
ment rate.4 

In 1973 and 1974, the net adjustment rate for all develop- 
ing countries was less than 3 percent. It rose to more than 
20 percent in 1975, dropped to just over 15 percent during 
1976-60, but rose to more than 35 percent in 198L Be- 
tween 1981 and 1984, it dropped to just over 10 percent. 
The pattern for the seven most heavily indebted countries 
showed more extreme fluctuations than the pattern for all 
developing countries. 

With loss of credit, lower export earnings, and rising real 
repayment rates, the developing countries were forced to 
aijust. Imports were cut, income growth slowed sharply, 
and capital formation was cut The rate of real per capita 



^ Net transfers are defined ac the change in total 
debt- reflfic ting repaymenu and additional loane-leas inierast 
psytnent£. 



3 Overall short-term bslsnce-of-payments equilibrium requires 
that if capital inflowe (net uansfftrs) into a nation fall, the 
country must cut Its net Imports. 

^ The net adjustment rate (NA) is NA = X - M - iD, where X = 
exports Of goode and nonfactor servicoE, M ^ imports of goods 
and nonfactor services^ 1 * the current interest rate on the level 
of toul debt, D. The net adjustment rate is then NA/X. All 
magnitudes are nominal. 
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spurred by Trade Increose, Wortd Money Supply 
Has Grown Faster Than Debt 




income growth for the developing countries has declined 
aince 1974. The seven most heavily indebted countries 
have experienced actual losees in real income per capita 
since 1961. 

The Consequence: 

A Low-Level Growth Equilibrium 

Renewed growth in the LDC's will depend in part on their 
ability to increase exportfi. For this, they must sell to the 
industrialized countries. Although income growth in the 
industrial nations is positive, the rate of increase is modest 
compared with the 1970's. Further, if substantial numbers 
of developing countries are reducing importe, and concur- 
rently trying to boost exports, increasing total export sales 
around the world becomes extremely difficult. This has 
been the case since 1982. 

Although many developing countries have been cutting 
their purchases and paying on their debts^ no evidence of 
renewed economic growth has yet appeared. The a<Uuat- 
ments to the debt crisis may weU have forced developing 
countries (and, possibly, the world economy) into a lowOevel 
growth equilibrium. TTiis will prevent the rapid debt-ratio 
reduction which would lead in turn to new credit availabil- 
ity and growth in the developing countries. 

The LDC's have been a primary growth market for U.S. 
agricultural exports. However, the debt crisis has con- 
strained world trade in general, agricultural trade as part 
of total trade, and U.S. agriculturaJ exports. 

The ideal world scenario for resolving the debt crisis would 
include a period in which debt-affected countries undertook 



CompOTed With 79 Developing Countries. 
the Heavily Indebted Countries Have . . . 
Slower Growth in Reai Per Capita Income 
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^Non-OPEC developing countries plus Venezuela and Indonesia. 

'In 1 981 , imports of the 79 developing countries were U,S, S5l 1 billionand 

of the heavilv indebted countries. U.S. $180 billion. 
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Why the World Money Supply 
Shrank During 1961^64 

SeveraJ factors dominated the siowdowi^ in the growth 
of the world money 5upp]> during 1961>84: 

• Deregulation of the \J£- bankmg sector and higher 
tnifreet rates removed one of the chief incentives 
for overseas depoftiu by U.S. investors and 

U.S, -owned International banks; 

* Reduced exports and tncreased debt payments re- 
duced the money supply in debtor countries; 

• World reces!;ion cut world trade and lessened the 
demand for moneys and, 

* U.S, domestic demand for money increased begfin- 
ning around 1981-82, The rise in money demand 
centered around increased Government bond is* 
sues^ followed by the 3-year growth market in 
atocks, and was accompanied by a proliferation of 
interesUbearing demand deposits. 

Many sectors in the United States were demanding 
more money. The increased U,S. demand for money 
reduced the supply of doUars formerly available to the 
world trading community, since US* dollars are the 
chief component of overseas bank assets. 

The world money supply has expanded again since 
1986, mostly to provide liquidity to support increases in 
world trade. 



Balanc#H>f-Payments Deflcit 

Hurts investment. Economic Growth 

An increasing b&l an ce^f> payment* deficit often results 
in a cut in investment The reason why the burden of 
adjustment tends to fall on investment can be seen 
from the following accounting framework Let Y, na- 
tional income, consist of C, consumption, plus I, invest- 
ment, plus G, government expenditures, plus X, export 
earnings, less M, imports. Total expenditure is the 
sum of consumption; S, savings (households and busi- 
ness plus net foreign transfers); and T, taxes Income 
equals expenditure, so It follows that; 

C+1 + G + X-M=C + S + T, 
Cancelling consumption from each side and rearran- 
ging the terms yields; 

(G-T) + (X-M) = (S-I) 

That is, the government deficit plus net exports equals 
the difference between savings &nd investment If gov- 
ernment spending, taxes, exporU, and savings remain 
unchanged, then any decrease in imports (M) must be 
matched by a decrease in investment (1). 

Many developing countries have little domestic savings 
and small tax bases. Government expenditures may 
well depend on export earnings Some countries s^k 
to maintain investments under these conditions by 
increasing savings This can be done by reducing 
consumption. But for most LDCs, the main a^just^ 
raent to an increased drain on the balance of paymenU 
IS a cut in investment This investment reduction 
impjjesjilovfer future economic growth. 



Commerctai Debt Reschedulings 
Soared In 1965 andl 966 
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'Noncommercial publiclv guaranteed lenders 
such as the World Bank. 



policy changes to realign their export-import balance, fol- 
lowed by a period of renewed world growth led by expansion 
of trade. 

The needed export-import a4|uatntejit has taken place, but 
there 11 scant evidence that it is being followed by renewed 
growth in incomes and trade. Contracted imports and 
rigoroue proraoUon ofaxports in much of the world have 
made escport marketo more competitive and constrained. 

ReKheduling the LDCs' debt bat become commonplace, but 
It has only improved the term structure of the debt, not 
redixad the burden. The burden is equal to or greater than 
it was at the height of the debt crisis tn 1982. For all of the 
aciiustnients and renegotiations, third world debt continues 
to limit world trade and development [Matthew Sham arui 
David Stallingt (202) 786-2706} 
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The Outlook for Cereal Production 
In the Third World 



Cereal grain production ui third ^vorld countries over the 
last 20 years has been uicreasing faster than population, 
with more of the increase from rising yields than in the 
past However, consumption per capita has been rising 
even more rapidly. Consumption wUl continue to climb if 
economic development continues, so production is falling 
behind consumption. Although imports in the short*term 
may be hampered by foreign exchange shortages, foreign 
debti and current slow economic growth, the third world is 
already dependent on cereal imports and may become even 
more so in the future- 
Crop Production LagM Behind Ute 

Over the past two decades, third world production of both 
food grains and coarse grains has increased more rapidly 
than population, especially food grains (notable exceptions 
include some countries ui Sub-Saharan Airica> where popu- 
lation is increasing faster than production and consump- 
tion). Despite the output gains, rapidly growing popula- 
tions combihed with economic expansion have forced the 
developing countries to steadily increase their imports. 

Thus, domestic production has been declining as a percent^ 
age df the sum of domestic production and net imports- 
Self-suhiciency is trending down more rapidly in coarse 
grains than in food grains. 

The developing countries were net exporters of coarse 
grains during the 1960's and early 1970'b. Since the 
mid-1970*s. however, their coarse grain imports have in- 
creasingly overshadowed exports because of the strong de- 
mand Created by growing domestic livestock production, 
especially poultry. Eising incomes and urbanization in the 
higher income developing countries led consumers to sub- 
stitute livestock products and other more costly foods for 
such staples as coarse grains, roots, and tubers. 

The Green Revolution of the 1960's, based on introduction 
of high-yielding varieties, has greatly increased wheat out- 
put in the traditional spring-wheatrgrowing countries. The 
gains have reduced and in some cases eliminated imports 
into these countries. 

In tropical climates, though, the Green Revolution has not 
significantly expanded wheat output. Demand for wheat 
products continues to increase there and is met largely by 
imports. Thus, the developing countries' wheat imports 
have grown 100 percent since the early 1960*8, even though 
their wheat output has risen more than 150 i^rcent. 

If these trends continue, the third world will remain a 
growing market for food grains and coarse grains. The 
driving force behind these triads is rising incomes. 



improved Varieties, More FertiliMmr, and 
irrigation Are BooMting Output 

Third-world crop yields are increasing with improved 
varieties, more irrigation, and additional fertiliser* There- 
fore, many developing countries are now less dependent on 
bringing new land into production in order to increase 
output However, some countries, particularly thow in 
Aftica, are only now putting into place the agricultural 
research and extension capacity needed to malw the transi- 
tion to improved varieties that pve large yield increases 
with irrigation and adequate fertilisation. 



Third World Grain Production Rising as Yields Improve 



1962=100 
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Third W^rld Becoming Less Self -Sufficient In Grain 
as Incomes Grow 

Self-ftufficiencv ratio* 
1.1 
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During the 1960'Sr expanding area and rieing yields made 
equal contributions to increasing cereal output in the devel- 
oping world, but by the earJy 1970's yields were making a 
larger contribution. The expansion of area slowed in the 
early 1980'e, while yields have continued bo rise. 

Improved varieties are key to raising yields in the develop- 
ing countries. About 27 percent of the seed used in the 
third world is improved. In Latin America^ 44 percent of 
seeds are of improved varieties, but the percentages drop to 
32 and 23 in the Near East and the Far East, respectively. 
In Africa, only 9 percent are of improved varieties. 



During the Green Revolution, significant research progress 
was made with wheat and rice, and the semidwarf varieties 
produced spread rapidly through the irrigated areas of the 
developing world. They greatly increased production in 
areas where they were suitable. 

Irrigation hae aUo been important to achieving higher 
yi'*lds, especially in the Far East, which has almost two- 
thirds of the irrigated area of the developing world. The 
Near East has 20 percent, Latin America has 13 percent, 
whilcr all of Africa has only 3 percent. 



Third World Country Groups by Ma)or Crop & Climatic Zone 
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Irrigation by itself gives higher yields. Further, when farm- 
ers combine irrigation with increased fertilizer use, the 
yield response is even larger. In addition, with irrigation, 
the risk of losing the money spent on fertilizer because of 
Crop failure is lower. Perhaps 60 )>ercent of all fertilizer 
used in developing countries is applied to irrigated crops. 

Situation DifferBnt for 
Rain-Fed Agriculture 

Rain-fed agriculture has not fared as well as irrigated. 
About 80 percent of the third world's cultivated land is 
rain-fed, supporting nearly two-thirds of its farmers. Much 
of this farming is under subsistence conditions with very 
low input use. Only 3 kilograms of fertilizer are applied f>er 
hectare in the low-rainfall areas, while the higher rainfall 
areas average 20 kilograms per hectare. In contrast, about 
110 kilogrcuns per hectare are used in areas with reliable 
irrigation. Half of the increase in grain yields since 1950 
can be attributed to greater fertilizer use. 

The principal coarse grain crops grown in rain-fed areas in 
the third world are com, sorghum, millet, and barley. 
Research on these crops started later than that on the food 
grains, and not enough time and effort have been invested 
yet to produce siniilar high-yielding results. However, even 
as suitable high-yielding varieties of these coarse grains 
are developed, there will still be problems with low soil 
fertility and, in the semi-arid regions, lack of adequate 
water. 

ImportB To Continue Up 

In the third world areas still not planted to semidwarf, 
high-yielding wheat and rice, there is little reason to expect 
the varieties to spread any more rapidly than in the past. 
In fact, because the varieties will be spreading to nonir- 
rigated or newly irrigated lands, yield gains may be less 
than in the irrigated areas where these varieties were first 
adopted in the late 1960's and the 1970's, 

Construction of irrigation facilities is also unlikely to accel- 
erate because many countries have only limited investment 
resources. Nevertheless, new irrigation facilities should 
continue to be developed slowly in the third world, because 
food imports are also costly and require recurring foreign 
exchange costs. 

There have been ao dramatic developments with com yields 
comparable to the breakthroughs in wheat and rice. There 
are improved varieties of sorghums and millets, but their 
use has not spread beyond India, Mexico, and Argentina. 
Varieties suited to Africa are only now being developed. 
Development and spread of coarse grain varieties that 
could raise yields substantially above trend growth are not 
imminent. 

Thus, there is no reason to expect actual yields in the third 
world to differ significantly from the long-term trend for 
yield increases there. Nor does there appear to be any 
reason to expect a major shift in the relatively slow upward 
trend of harvested area. As a result, grain production in 
the third world by 1995 may reach 690 million tons, from 
450 in 1986/86, [Gary Vocke (202) 73S-270SJ 



Export Growth Markets 
for U.S. Grains and Oilseeds 

Throughout the 1970's, U,S. agricultural exports rose until, 
in 1980, 39 percent of U.S. cropland harvested was used for 
export. By 1986, the value of U.S. exports had declined 35 
)>ercent and Only 29 percent of U.S, cropland was used for 
export, the lowest since 1971. Exports are showing signs of 
growing again this year. A growing export market is 
important in the recovery of U.S, agriculture from its recent 
financial problems. 

Because grains and oilseeds are such a large component of 
U.S. exports, we will focus on these commodities. Most of 
the import growth for grains and oilseeds in the next 
decade or more will likely come from a few, mostly middle- 
income countries in intermediate stages of economic devel- 
opment. As world grain and oilaeed imports grow, U.S. 
farmers wUI want to maintain or increase their trade 
share. 

The Decline in V.S. Expori9 
May Be Bottoming Out 

The volume of U,S, exports of grains and oilseeds is in- 
creasing during calendar 1987 to 128,6 million wheat- 
equivalent tons from the recent low of 110,6 million in 
1986, (Wheat equivalent units are used to overcome the 
aggregation problems associated with index numbers which 
are plagued by changing exchange and inflation rates}. 
This upturn follows a 6-year decline (1980-86). Before that, 
the longest and largest decline lasted 3 years (1966-69), 

At the bottom of the previous downturn (1966-69) grain and 
oilseed exports were 31 5>ercent below trend. They recov- 
ered 4 years later. In the recent downturn (1981-86) they 
were 32 5>ercent below trend. Preliminary data show U,S. 
grain and oilseed exports growing over 16 percent in 1987. 
It is too soon to say if or when exports will return to their 
long-term trend, but the recent decline appears to have 
bottomed out. 

US. Exports Depend on Global 
Trade Volume and U.S. Share 

Export fluctuations can be described by looking at two 
sources of growth; (1) growth in world imports, and (2) 
changes in the U.S. share of world exports. From the late 
1960's through the late 1970's, world imports of grains and 
oilseeds grew at an average annual rate of over 8 5>ercent. 
The U,S, share of world exports of grains and oilseeds 

•«i/*Ma aoA iWivk^ RQ trk 71 nprf^fit ' U. R. exDOrts 0T€yv at E 



Jncreoaes in VS. Share Depend on 
Productiviiyt Prices, and Policy 

Market share is an' indicator, of competitiveness. From 
1961 to 1985 the U.S, share of world exports of grains and 
oilseeds averaged 63 percent, ranging fh>m 53 in 1961 to 72 
in 197a One reason for long-term U,S. export success is 
the ability of U,S, farmers to increa&e resource productiv- 
ity. For the past 3 decades* the productivity of U,S. agricul- 
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Economic Development 
and Acfncultarml Trade 

Succetaive stages of economic p-owth and development 
help determine developing nations* needs for agricul- 
tural imports. In the low-income itage, the staples of 
consumption are largely basic foodstufTs produced do- 
mestically. Some food graizifi maj be imported on 
concessionary terms. Agricultural products such as 
coffee and sugar may be exported in order to import 
foodstuffs. Low per capita income constrains demand, 
and low technolo^ constraim production. Relatively 
little foodstuff trade lakes place. 

In the middle-income stage, economic growth drives 
import growth. Higher per capita income combines 
with a changing diet to generate a demand for food 
which outstrips increases in food production. The diet 
composition shifts from basic staples to more high 
quality food grains and livestock products. Although 
agriculture becomes more productive^ a part of the 
growth In demand ic met by increased imports. 

There ii a subsequent high-income stage when food 
consumption patterns mature. While per capita in- 
come and consumption are high, consumers no longer 
use a large share of their increased income to buy more 
fooa. 

In these higher-income countries* the tendency to gen- 
erate sustained increases in agricultural production 
through technical change continues to raise agricul- 
tural productivity. When demand is high, the rate of 
growth in demand slows. Growth in production contin* 
ues, so growth in imports levels off Or declines 
Supportive or protective agricultural policies are likely 
to be adopted. These countries may become exporters 
of foodstuffs in a £nal stage, when agricultural produc- 
tion continues to rise Taster than domestic ^jse, even as 
they import noncompetitive farm products to meet the 
diversified demands of their high-income pop^jiations. 



tme increased at an average annual rate of 1.9 percent 
Increases in resource productivity reduce the cost of U.S. 
farm products. Other factors affecting trade share Include 
price competition, and policies aifecting quotas, tariffs, and 
subsidies by various exporters and importers. 

The ability of U.S. agriculture to respond to rapid increases 
in world demand has also contributed to U.S. competitive- 
ness. The United SUtes gained over 76 percent of the over 
100-percent increase in world grain and oilseed trade dur- 
ingjust the 1970's. U-S. farmers increased production 
rapicUy by bringing in land that had been idled during the 
1960*8 land diversion programs^ by farming their land more 
intensively, and by using existing labor and capital more 
fiilly. Farmers also invested during the 1970*b to increase 
capacity, in anticipation of continued growth in world de- 
mand through the 190O's. 

The 1986 Farm Act can help U-S. agriculture increase iU 
share of world trade by reducing domestic loan rates, which 
in turn reduce export prices. Intermediate export credit 
and export promotion programs are also available. The 
export enhancement program uses CCC stocks to counter 
subsidized experts of other countries. 



A few Countrtes Account tor Most Growth 
In World Imports ot Grains ond Oilseeds 
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Iran. Nigerja. Saudi Arabia* Venezuela. Algeria. Iraq, Romania. Morocco* 
Malaysia, and ^^dra also have growth projected greater than in the past. 



The United Slates Accounts for Most Growtti In 
Grain and Oilseed Exports 
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VS. Shane of World Exports 
Decrta^ed During the 2980'9 

Why did U-S. export volume decline 36 percent between 
1980 and 1986? World importe declined during this period, 
but more importantly, the U-S. share declined about 16 
percent, partly due to the high-valued doUar and to domes- 
tic price Bupporte which left U-S- agricultural products less 
competitive. This gave other exporters the opportunity to 
expand pn>duction and exports. 
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Relatively high U.S. loan rates limited the ability of U.S. 
agriculture to a^itist to market conditions during the early 
1980's. This was unlike the 1970's, when rapidly e]c|»aiul* 
ing world demand for agricultural commoditieG pat intArna- 
tional prices well above U.S. loan rates. The high and rigid 
loan rates in the 1981 Farm Act, the rising dollar^ and 
slowed foreign economic growth created problems for U.S. 
farmers as world demand growth slowed in the 1980'i. 
World prices fell below domestic loan rates, reducing U.S. 
exports and increaatng Government stocks- 
Export subsidies also affect trade shares. The United 
States and other mojor agricultural exporters pursued poli- 
cies during the early 1980's that led to very large global 
commodity stocks. The United States now holds over one- 
half of global wheat and coarse grain stocks. The United 
States and the EC are now using export subsidies to re<iuce 
their surpluses. When U.S. subsidies were low relative to 
those of the EC, U.S. products were leas competitive. 
Subsidies can increase exports in the short term. In the 
long term, however, the cost of subsidies, especially if they 
result in a ^'subsidized trade war," could become very high. 

A Few CountricB Compete for 
Grain and Oilteed Exports 

From the early 1960's to the early 1980's the United States 
obtained almost 70 percent of the growth in world grain 
and oilseed imports. Exports from the United States and 
seven other countries accounted for over 9& percent of the 
growth in world imports of grains and oilseeds during these 
two decades. 

V^en the long-term historical trade pattern is extended to 
the year 2000, the same countries account for 95 percent of 
projected world trade growth. If the trend since the early 
1960's continues, the U.S. share of growth would decline 
slightly from 62 to 57 percent* but the United States would 
still capture most of the growth. Four countries, Argentina, 
Canada, Thailand, and the United Kingdom, show small 
increases in their projected share of grain and oilseed 
exports. Three countries, France, Australia, and Braril, 
show small decreases^ 

The major grain and oilseed exporting countries have high- 
ly productive, science-based agricultures, and can success- 
hilly compete in world agricultural markets. The challenge 
to the United States is to retain its market share. 

A Few Countries Account for 
Moet Import Growth 

World imports of grains and oilseeds increased more than 
threefold between 1961 and 1983. Eighty-six percent of 
this growth was in 2& countries. Five countries accounted 
for &0 percent. V^en the long-term trade pattern is sji* 
tended to the year 2000, growth in imports continues to be 
concentrated in a few countries. The same 26 countries 
that accounted for 86 percent of the 1961-83 growth in 
imports account for 85 percent of projected growth. 

In one group of these mainly middle^come countries the 
future contribution to growth in world imports is expected 
to be greater than in the past; in the other group, including 
Japan, China, and the USSR, the pn^ected contribution to 
growth is expected to decrease. China, however, has re- 
cently shown signs of import growth. 
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Aisuming ijitome growi as pn^ted, the countries that art 
expecitd to increate import growth to the year 2000 are 
Meicico, Egypt, Taiwan. Iran, Nigeria, Saudi Arabia, Ven- 
ezuela, Algeria, Iraq. Romania, Morocco, Malayiia. and 
pot§ibly India. Their importi arv expected to grow more 
rapidly in the future for two reasons. Consumers use a 
large ihare of their rapidly Increasing incomes to buy more 
foodj and the underdeveloped agricultural sectors of these 
countries cannot meet the rapidly growing domestic de- 
mand for food. This group's share of world import growth 
increased from 23 percent of imports in the historical period 
to 36 in the projection period. 

The countries expected to contribute less to growth in 
imports in the future than they did in the past are the 
USSR, Japan, China, Spain, South Korea, Poland, Por- 
tugal, West Germany, Italy, Netherlands, East Germany, 
Belgium-Luxembourg, and possibly South Korea and Chi- 
na. The ihare of world import growth of this group dropped 
from 63 percent of imports in the historica] period to 49 
percent in the prelection period. 

TrcuUt Debit an<' Economic Growth Shape 
Long-Term Import Picture 

Three factors greatly inilusnced imports of gr£dns and 
oilseeds during the 1970's and 1960's: real income growth, 
mtemational debt of developing countries and some cen- 
trally planned economies, and the trade policies of the 
centrally planned countries- Changes in these factors stim- 
ulated growth in agricultural imports during the 1970's and 
depressed them during the 1980's. 

The rapidly rising incomes of the industrial and developing 
countries during the 1970's increased demand for agricul- 
tural imports. The USSR and Eastern European countries 
increased their food supplies, especially animal products, to 
improve diets. This goal required large imports of coarse 
grains to feed livestock. When crop production was low due 
to bad weather during the food crisis of the 1970'&, the 
policy was to increase food imports rather than tighten 
consumers' belts. China used trade, including agricultural 
imports, to further its development. 

Then the world recession of 1960-62, and the associated 
debt crisis of the developing countries, changed the interna- 
tional market for agricultural products. The increase in oil 
prices in 1979-80 contributed to a severe worldwide reces- 
sion. Industrial countries' demand for developing-coun^ 
products dropped and commodity prices declined. 

The developing countries found their balance of payments 
deteriorating, which reduced their capacity to service and 
repay debts. Much of the developing-country borrowing was 
short-term, variable-rate loans, so their difficulties were 
compounded when interest rates rose. This debt crisis 
forced many developing countries to limit imports and raise 
exports to obtain the additional foreign exchange needed for 
debt servicing. These actions reduced agricultural imports 
and created more competition for the remaining markets. 

The extension of historical trade patterns to the year 2000 
retains the USSR and Japan at the top of the list of 
importers of grains and oilseeds. These countries will con- 
tinue to be large importers, but they are not prtyected to 
grow as rapidly as during 1961-83, The high-income coun- 



tries of Western Europe will continue to be potentially 
important export markets for the United States, but their 
contribution to growth in world imports will continue to 
decline due to the maturing of their economies and in- 
creased domestic production. 

The countries with increasing contributions to import 
growth tend to be middle^income countries with strong 
economic growth, countries whose growth is likely to stimu- 
late consumption more than production. Capturing a sig- 
nificant share of these countries' growing agricultural im- 
ports may require that the United States help them resolve 
their economic development problems. 

One of the developing-country growth constraints is access 
to international markets. With development, countries be- 
come more dependeut on international trade. The growing 
import demands of developing countries, and the increasing 
burden of debt service, leave many developing countries 
with Umited foreign exchange. Another constraint is that 
many developing countries cannot produce the investment 
goods needed to sustain economic growth, and must rely on 
imported investment goods. 

How long-term economic and trade growth problems of 
developing countries are resolved will tell if these countries 
become growth markets.* If low and middle income coun- 
tries accelerate their economic growth, solve their debt 
problems, adjust their broader farm and nonfarm policies, 
and move into a stage of development associated with 
rapidly rising per capita food use, world agricultural trade 
will begin to grow quickly again. When it does, U.S. 
farmers will want to be competitive in world markets to 
maintain or increase their trade share. [Lon Cesal(202) 
786-1705. AUo contributing to thb article were: Matthew 
Shane, Thomas Vollratk, Mervin Yetley, and Gary VockeJ 
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World Wheat Customers: 
Who Will They Be? 

Wheat and rice are the m^Oor food grainfi of the world and 
cOTuprise about 10 percent of today's international agricul* 
tural trade. The percentage of world wheat production that 
is traded on the international market is much higher than 
that of rice. The U.S. share of global wheat exports in 
1986 was approximately 30 percent. 

People in virtually every country in the world consume 
lubstantial amounts of wheat, and a few developed coun* 
tries alao use wheat for animal feed. The recent develop- 
ment of high-yielding but lower protein wheat varieties, 
which are price-competitive with coarse grains, has in- 
creased use of wheat as feed in several countries in the last 
few years. 

Total world wheat utilization, including food, feed, and 
industrial uses, has risen from 235 million metric tons in 
1960 to an estimated 517 million this year. The average 
gain per year has been about 11 million metric tons. If 
that rale prevails until 2000, world wheat utilization will 
rise to about 660 million metric tons. Much of this increase 
is occurring in low-income countries where adequate diets 
have not yet been reached, and where grains, rather than 
meat, are the principal food. 

Wheat is primarily used as a food grain. World wheat food 
consumption represents about 70 percent of total utiliza- 
tion, down from over three-fourths in the eariy 1960*s. 
Prospects for growth in world wheat food consumption, 
especially in less developed countries, may hold the key to 
future U.S. wheat exports. Wheat food consumption rose to 
326 million tons in 1982, the latest year for which data are 
available- The average increase in food use since 1961 has 
been about 7 million metric tons per year. 

In discussing future world wheat food consumption, it is 
useful to distinguish among five groups of countries. The 
groups are based upon average calorie intake and whether 
the magor food consumed is meat, wheat/rice^ or other food 
commodities such as coarse grains, roots, tubers, and plan- 
tains. 

Wheat CoFiBumption Declining in 
Group I CountrieB 

Countries with meat and meat products as their staple food 
and adequate calorie intake are basically the industrialized 
countries of North America, Northern Europe, and Oceania, 
plus Argentina. These Group 1 countries consumed an 
average of 1 19 kilograms of wheat per capita annually 
during 1978-1980. 

However, per capita wheat consumption within Group 1 
declined by 0.1 percent annually from 1966 to 1980, while 
consumption of meat rose. Eight countries (Argentina, 
Belgium-Luxembourg, Denmark, Finland, Ireland^ the 
Netherlands, New Zealand, and Switzeriand) decreased 
their.per capita wheat consumption annually from 1966 to 
1980. Only two countries (Australia and New Zealand) 
decreased their annual meat consumption over the period. 

In contrast to their declining wheat consumption, these 
countries raised per capita wheat production 2.7 percent 
annuaUy from 1961 to 1982. Wheat production grew faster 



(or declined less rapidly) than wheat consumption in every 
country within the group. Production of meat and meat 
products also climbed faster than consumption- 1.8 percent 
versus 1-3 percent annually. 

Consumption Gaining in 
Group 2 Countries 

Group 2 countries are those with adequate calorie intake 
and wheat or rice as the staple food. These nations con- 
sumed only shghtly more wheat than Group 1 — 129 kilo- 
grams per capita per year from 1978 to 1980— but per 
capita consumption from 1966 to 1980 grew at a rate of 1.2 
percent annually for wheat and 3.3 percent for meat Both 
these average values are considerably larger than for 
Group 1. 

DeBpite increasing consumption, per capita wheat produc- 
tion for Group 2 countries declined by 0.9 percent annually 
from 1961 to 1982. Indeed, on a per capita basis, wheat 
consumption increased faster (or declined less) than produc- 
tion in all but six of these countries— Yugoslavia, Turkey, 
Spain, Saudi Arabia, Norway, and Greece. 

Group 2 can be subdivided into three strata by rate of 
growth in per capita wheat consumption! greater than 1 
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percent, to 1 percent, and negative. The Group 2 coun- 
tries with wheat conBuinption growth rateB greater than 1 
had the lowest average gross domestic product per capita 
from 1979 to 1981 and the lowest per capiU meat con- 
sumption of the three subgroups. 

In the subgroup of countries witH wheat consumption 
growth rates between and 1, GDP and meat consumption 
growth rates were also intermediate between the other two 
Subgroups. Finally, the subgroup with decreasing wheat 
consumption had the highest average GDP, and consumed 
the moat meat and the least wheat per capita. 

These results illustrate that there ts a shift from wheat to 
meat and meat products as incomes riae. Thus, within 
Group 2, the wheat market appears to have potential for 
expansion mainly in the lowest income subgroup. The 
market it approaching sUbility in the intermediate income 
subgroup and declining in the highest income subgroup. 
The per capita production of wheat is declining in each 
subgroup. 

Law*int:ame Group 3 Countrie§ 
Smpremnt Wheat Growth Market 

Group 5 countries include many third world countries with 
inadequate diets and wheat or rice as a staple food. The 
average per capita GDP of Group 5 countries was about 
one-fourth that of Group 2 countries in 197&-1981. Mean- 
while the average per capita wheat consumption level was 
slightly more than one-third that in Group 2, at 48 kilo* 
grams per capita annually. 

However, the average growth rate for wheat consumption 
m Group 5 countries was 5.1 percent annually, compared 
with -0.1 for Group 1 and 1.2 for Group 2. 

Per capita wheat production for those Group 5 countries 
^VfiS^***^? ^^*^* *^* ^^ ^-^ percent annually from 1961 
to 1982. Within these countries, approximately half had 
^ IS.'*^^'* if consumption growth than production 
growth. Thus, Group 3 countries hold considerable poten- 
tial for mcreased market demand for wheat and rice. BoUi 
the physiological caloric demand and the increase allowed 
by economic development are not yet fulfilled. 
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The extent to which wheat may substitute for rice in these 
countries is unclear, since rice is itaelf a preferred food 
grain. For this reason, wheat consumption in rice«ating 
countries is unlikely to reach the levels noted in the wheat- 
eating Group 2 countries. However, urban populations 
seem to prefer wheat (in the form of bread) over rice, and 
since urbanization is proceeding very rapidly in most devel- 
oping countries, wheat consumption is likely to continue 
gaining. 

Where Com U Staple, 
Wheat Consumption 1$ Louf 

On average, people in Mexico, Costa Rica, Paraguay, and 
South Africa have adequate diets and eat com as their 
staple food, constituting Group 4. Average wheat consump- 
tion per capita during 1978-50 was 54 kilograms per year 
in these com-eating countries. Growth in per capita wheat 
consumption has been only 0.6 percent per year, and it will 
likely continue sluggish. 

Although theoretically there is potential for a considerable 
increase in per capita wheat consumption in Group 4, this 
would reqjuire a shift from com to wheat. The data do not 
indicate that this shift is occurring rapidly. 
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Group 5 Consumes 
Least Wheat Per Capita 

Countries in Group 5 have inadequate diets and use roots, 
tuberSf coarse p-ains, or plantains as their staple food. Of 
all groups, Group 5 countries consumed the least wheat per 
capita during 1978-80, although consumption in these coun- 
tries grew 4,8 percent annually from 1966 to 1980, Consid- 
erably faster than in any other group. Since wheat con- 
sumption averaged only 15.8 kilograms per person per year 
in 1978-80, high per capita growth can be sustained for 
many years before physiological needs and economic wants 
are met. 

Moreover, in these countries, per capita wheat production 
increased only 1,4 percent annually, much slower than 
consumption. Only seven countries in this group increased 
per capita wheat production faster than consumption: 
Chad, Malawi, Sudan, Tanzania, Uganda, Zaire, and Zam- 
bia. 

Food Aid May Boost Consumption 

U.S, food aid under PX, 480 boosts wheat consumption in 
recipient countries. Many P,L, 480 recipients fall within 
Groups 3 and 5, which had the highest growth in per capita 
wheat consumption from 1966 to 1980. Food aid received 
from a]l donors accounted for 2,6 percent of the total 
cerea]-equi%a]ent consumption of grains^ roots> and tubers 
in 69 recipient countnes studied. Since the United States 
contributes approximately half of the total assessed grain 
needs of these countries^ P,L. 480 shipments supported 1.3 
percent of the total cerea]*«qaivalent consumption. 

Per capita food production, measured in calories, has been 
declining in 38 of the 69 food aid recipient countries. In 
those 38 countries, PX. 480 is very likely responsible for 
the gains in per capita wheat consumption. 

For those countries where both domestic per capita food 
production and wheat consumption have been increasing, 
the role of PL. 480 is not as clear. Food aid shipments 
could be targeted to a specific group and never move 
through the marketplace. In this instance, the increase in 
consumption by the targeted group is probably entirely 
supported Hy food aid. 

In countries where domestic food production and imports 
(both commercial and concessional have been rising, it is 
again much less obvious whether P,L. 480 is directly re- 
sponsible for observed increases in per capita wheat con- 
sumption. 

Economic Growth Is 
Key to Export Growth 

Per capita consumption of wheat from 1978 to 1980 was 
highest in Groups 1 and 2, but their consumption growth, in 
per capita percent increases compounded annually, is very 
slow. Therefore, opportunities for expansion of per capita 
wheat demand in the well-fed countries appears limited, 
indeed, in Group 2 the evjdence suggests that per capita 
wheat consumption will decline as meat is substituted for 
wheat, as is already occurring in Group 1. Group 4, with 
four com-eating countries, also does not seem to be expaiid- 
ing per capita wheat consumption substantially. 

Groups 3 and 5, both with inadequate average diets, had 
high growth in per capita wheat consumption during 



World Wheat Consumption for Food 
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1966-1980 and high population growth rates (2,3 and 2,9 
percent, respectively), suggesting potential for very rapid 
growth in wheat demand. 

With a total population of 1.7 billion in Groups 3 and 5, per 
capita consumption and population growth together could 
boost wheat demand over 10 million tons annually. Fur- 
ther, growth in per capita wheat production m the^e coun- 
tries lags behind the growth in population. Production 
gains are less than consumption growth in Group 5 and 
approximately equal to consumption growth in Group 3. 

Without doubt, there exists a huge potential market in 
Groups 3 and 5, But that potential cannot be translated 
into commercial demand for wheat unless these countries' 
economies grow. For those Group 3 and 5 countnes gen- 
erating additional income, a very large 
share— approximately 80 percent— will be spent on food. 
The food grains, especially wheat, will capture the bulk of 
the increased food expenditures. 

But not all countries in Groups 3 and 5 have experienced 
economic growth. In fact, several countries' economies 
have contracted since the oil crises of the 1970's, Also, 
these low- and no-growth countries typically have substan- 
tial international debt ,The lack of economic growth and 
high debt means most of these countnes must rely on 
concessional food aid to improve their per capita consump- 
tion- {Suzanne M, Marks and Mervin JJi^etley (202) 
786 1705} 



f.pft^T^.be- 1<>f.7 



21 



Order Direct and Save 

Check these new, reduced subscription rates now offered on a user fee, 
cost-recovery basis from USDA's Economic Research Service. 




AGmcULTURAL OUTLOOK, 11 
i»sues tnnuaHy averAgpng 52 
P«g«» Sub«cr(b« from ERS for 
\2t dom*«hc; 132 SO foreign. 
USOA» ofiiciar outloi tor farm 
income and tood prto» lo/ecasts 
Dal a and discussion of i£su«$ 
rangif^ from intematx>nal Irade 1o 
prospects lor commodity s^Jpp^y 
and demand, lood mar>(«ting agri- 
cultural policies, and oih«r ma)Or 
issues affecting a9rk:uiiur9 and Itie 
economy. 



FARMUNE. 11 taau«a annuatly 
averaging 20 pag» Subscribe 
from Ens tor Sl4 domeaiiC^ 
t17.50 foreign. Farm economic 
inlorrr^ion in an ea$^ry rvad sfylei 
reiniorcod ^m cnarts «id $tatiSlrs 
for ltio*e wttTKJut t»mo lo review at! 
the technical f«ports fnom ERS. 
Reports On alF economc Vaptci 
imporUm io those invoived in agn- 
culture, wifli the focus on the 
causes and implication^ 



HATiOHAL FOOD REVIEW. 
Quarterly ^era^ing 4D pages. 
Subscribe from ERS for $9 00 
dome«1k:; t11.25 foreign. The 
latest d0v9k>pments In lood prices, 
product saiet>t nulnlior programs, 
consumption patterns, marketir^, 
and proc*SSjng lechnology for 
those wfio manage monitor. Or 
depend on the NaiKVi^ food sys- 



How to Order 

Check the box for each publication or insert the number of extra subscriptions you wish to order. 
Write one check or money order to cover total charges. You will receive a copy ot the most 
current issue, and a letter acknowledging your subscription. Do not send cash. No credit cards. 
Sorry, no refunds. Foreign customers note: Only checks drawn on U.S. banks, cashier's checks, 
or international money orders accepted. 



Publication 



Domestic 



Outside tl.S. 



Agncuilural OutlOOlt $26.00 $32.50 

11 issues 

Farmline S14.00 $17.50 

11 issues 

National Food Review $ 9.00 $11ja6 

Quarterly 



Make check or money order payable to: 
ERS Publications 
USDA, Room 228 
1301 New York Ave., N.W. 
Washington, D.C. 20005-4789 



Enclosed is my check 
or money order tor 



Please print or type information below 


For additfonal information, call (202) 786-1494; 


NAME 


DAYTIME PHONE NO 

( 


OFFICE USE ONLY 

Dale Rec'd 
Amount 
PobsReq'd 
Fjrsl Issue 
Ust Issue 


COMPANY OR ORGANtZATlON 




STREET ADDRESS OR POST OFFICE BOX NQ 




CITY 


STATE 


ZIP CODE 



'JrL. **:.vjr..-n..,i. *-*.-A, 



^'■-iWiv^i 7! 



United States 

Department of Agriculture 
Washington, DC 20250 

Economic Research Service 
1301 New York Avenue, N.W. 
Washington, DC 20005 4788 

OFFICIAL BUSINESS 

Penalty for Private Use, $300 



Moving? To change your address, send 
thU sheet wvhh label Intact, showing new 
address, to EMS Infcirmationr Rm. 228, 
1 30t Hew Vork Ave , N.W. Washington, 
DC. 2O005-47SS 



BULK RATE 

POSTAGE* FEES PAID 

U.S Dept, o1 Agriculture 

Pfermit No 0-145 



